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COMMONWEALTH OF KENTUCKY 

BEFORE T H E  PUBLXC SERVICE COMMISSION 

* * * 

I n  the Matter of: 

THE APPLICATION OF GHK SEWERAGE 
CO. INC., FOR RATE ADJUSTMENT 
PURSUANT TO THE ALTERNATIVE RATE 
F I L I N G  PROCEDURE FOR SMALL UTILITIES 

* 

1 

1 
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CASE NO. 9 4 0 2  

O R D E R  

On August 1 4 ,  1985, GHK Sewerage Company ( " G H K " )  f i l e d  an 

a p p l i c a t i o n  w i t h  the Coininission to i n c r e a s e  i ts  sewer rate 

p u r s u a n t  t o  8 0 7  KAR 5:076? A l t e r n a t i v e  Rate A d j u s t m e n t  P r o c e d u r e  

for Small U t i l i t i e s  ( " A R F " ) .  GHK's r e v i s e d  proposed r a t e s  per t h e  

r e s p o n s e  f i l e d  October 21,  1985,  wou ld  p r o d u c e  a d d i t i o n a l  r e v e n u e  

of a p p r o x i m a t e l y  $ 1 4 , 9 1 6  a n n u a l l y ,  an i n c r e a s e  of 2 5 . 8  p e r c e n t  

o v e r  t e s t - y e a r  a c t u a l  gross o p e r a t i n g  r e v e n u e s  of $57,914.  Based 

o n  t h e  d e t e r m i n a t i o n  h e r e i n ,  t h e  r e v e n u e s  of GHK w i l l  I n c r e a s e  by 

$8,309 a n n u a l l y ,  a n  i n c r e a s e  of 14.35 p e r c e n t  over test-period 

a c t u a l  gross o p e r a t i n g  r e v e n u e s  of $57 ,914 .  

A h e a r i n g  wau n o t  requeated in t h i s  matter a n d ,  In 

a c c o r d a n c e  w i t h  t h e  p r o v i s i o n s  of t h e  ARF, n o  h e a r i n g  was h e l d .  

T h e r e f o r e ,  t h e  d e c i s i o n  of t h e  Commiss ion  is b a s e d  o n  i n f o r m a t i o n  

c o n t a i n e d  in t h e  app l i ca t ion ,  w r i t t e n  submiss ions  i n  r e s p o n s e  t o  

r e q u e s t s  €or i n f o n n a t i o n ,  a n n u a l  r epor t s  and o t h e r  d o c u m e n t s  o n  

f l l e  I n  t h i m  case. 



COMMENTARY 

GHK is d p r  i v a t e l y - o w n e d  s e w a g e  t r e a t m e n t  s y s t e m  o r g a n i z e d  

a n d  e x i s t i n g  u n d e r  t h e  laws of t h e  Commonwealth of K e n t u c k y  a n d  

s e r v i n g  a p p r o x i m a t e l y  4 3 5  c u s t o m e r s  i n  J e f f e r s o n  County. 

TEST P E R I O D  

The Commiss ion  has a d o p t e d  t h e  12-month p e r i o d  e n d i n g  

December 31, 1984,  as t h e  t e s t  y e a r  f o r  d e t e r m i n i n g  t h e  

reasonableness of t h e  p r o p o s e d  ra tes .  I n  u t i l i z i n g  t h e  h i s t o r i c a l  

t e s t  y e a r ,  t h e  Commission h a s  g i v e n  full c o n s i d e r a t i o n  to  known 

and measurab le  c h a n g e s  f o u n d  r e a s o n a b l e .  

REVENUES A N D  EXPENSES 

GHK proposed s e v e r a l  pro forma a d j u s t m e n t s  t o  r e v e n u e s  a n d  

e x p e n s e s  t o  ref lect  more c u r r e n t  a n d  a n t i c i p a t e d  o p e r a t i n g  

c o n d i t i o n s .  T h e  Commiss ion  is of t h e  o p i n i o n  t h a t  t h e  proposed 

a d j u s t m e n t s  are  g e n e r a l l y  p roper  a n d  acceptable for r a t e - m a k i n g  

p u r p o s e s  w i t h  t h e  f o l l o w i n g  m o d i f i c a t i o n s :  

Management Fee  

GHK proposed a n  a d j u s t m e n t  of $1 ,600  to  increase t h e  

t e s t - y e a r  s a l a r y  of $ 2 , 0 0 0  f o r  M r .  J. S .  H e n d e r s o n ,  Jr.,  m a n a g e r  

of GHK. I n  cases i n v o l v i n g  l i k e - s i z e d  sewer u t i l i t i e s  w i t h  

c o m p s r a b l e  o r g a n i z a t i o n a l  s t r u c t u r e s ,  t h e  Commiss ion  has n o r m a l l y  

a l lowed o w n e r / m a n a g e r s  a n  a n n u a l  fee of $1,800.  A d d  i t  i o n a l  

c o m p e n s a t i o n  above t h a t  l e v e l  m u s t  be s u f  f l c i e n t l y  d o c u m e n t e d  and 

j u s t i f i e d .  

I n  i t s  i n f o r m a t i o n  r e q u e s t  of October 4 ,  1 9 8 S r  I t e m  No. 2 ,  

t h e  Commiss ion  r e q u e s t e d  GHK t o  p r o v i d e  any e v i d e n c e  a 8  to  why a 

manager's fee h i g h e r  t h a n  $1,800 s h o u l d  be a l l o w e d  i n  t h i s  case.  
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Mr. H e n d e r s o n  r e s p o n d e d  b y  s t a t i n g  t h e  r e q u e s t  €or a n  i n c r e a s e  w a s  

n o t  based upon a n  i n c r e a s e  i n  hours w o r k e d  or i n c r e a s e d  

r e s p o n s i b i l i t y  b u t  b e c a u s e  t h e  p r e s e n t  fee is n o t  c o m m e n s u r a t e  

w i t h  t h e  v a l u e  of t h e  work p e r f o r m e d  i n  t h e  p r e s e n t  salary m a r k e t .  

Mr. H e n d e r s o n  a l so  r a i s e d  t h e  f a c t  t h a t  t h e  owner -manage r  should 

be c o m p e n s a t e d  by t h e  p r o f i t  f r o m  t h e  o p e r a t i o n ;  h o w e v e r ,  GHK h a s  

a t t a i n e d  t h e  n e t  income allowed by t h e  o p e r a t i n g  r a t i o  formula 

o n l y  twice s i n c e  1976. If Mr. H e n d e r s o n  is s e e k i n g  a r e t u r n  o n  

h i s  i n v e s t m e n t  t h r o u g h  his management  f e e ,  t h e  Commiss ion  cannot 

p r o v i d e  s u c h  a return i n  t h i s  fee a s  w e l l  as t h r o u g h  t h e  p r o v i s i o n  

of a r e a s o n a b l e  o p e r a t i n g  r a t i o  a n d  t h e  r e s u l t i n g  income f o u n d  

f a i r .  The Commiss ion  c a n n o t  g u a r a n t e e  a u t i l i t y  w i l l  e a r n  t h e  

i n c o m e  f o u n d  f a i r  i n  a n  O r d e r ,  i t  c a n  o n l y  p r o v i d e  t h e  o p p o r t u n i t y  

to e a r n  that i ncome .  A c t u a l  e a r n i n g s  a r e  d i r e c t l y  re la ted  t o  

m a n a g e m e n t ' s  a c t i o n s .  

Mr. H e n d e r s o n  h a s  not p r o v e n  t h a t  h i s  i n v o l v e m e n t  i n  t h e  

u t i l i t y  is a n y  more d e m a n d i n g  t h a n  o ther  owner / rnanagement  

a r r a n g e m e n t s .  Therefore, i t  is t h e  C o m m i s s i o n ' s  o p i n i o n  t h a t  GHK 

h a s  f a i l e d  t o  meet i t s  burden  of proof as to why a h i g h e r  t h a n  

n o r m a l  management  s a l a r y  s h o u l d  be allowed i n  t h i s  i n s t a n c e .  

Therefore, t h e  Commiss ion  h a s  a l lowed a management  fee of $ 1 , 8 0 0  

for r a t e - m a k i n g  p u r p o s e s .  

Rats Case E x p e n s e  

GHK proposed t o  i n c l u d e  $ 2 0 0  413 a p r o  forma a d j u a t r n e n t  €or 

rate case e x p e n s e .  GHK s t a t e d  t h a t  t h e  e x c e s s  o v e r  $ 2 0 0  w i l l  be 

s p r e a d  over cost of o p e r a t i o n s  i n  t h e  n e x t  a c c o u n t i n g  y e a r .  I n  

t h e  r e s p o n s e  t o  t h e  C o m m i s s i o n ' s  i n f o r m a t i o n  r e q u e s t ,  GHK p r o v i d e d  
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a l ist  a n d  copies of i n v o i c e s  of a c t u a l  e x p e n s e s  i n c u r r e d  t o  da t e  

t o t a l i n g  $736.  The Commiss ion  is of t h e  o p i n i o n  t h a t  t h i s  expense 

s h o u l d  be a m o r t i z e d  over a 3 - y e a r  p e r i o d .  T h e r e f o r e ,  t h e  

Commiss ion  h a s  a l lowed,  for r a t e - m a k i n g  purposes ,  a r a t e  case 

e x p e n s e  of $ 2 4 5 .  

Uncolleotitle A c c o u n t s  

GHK proposed i n  its a p p l i c a t i o n  a pro forma a d j u s t m e n t  of 

$2,216 for u n c o l l e c t i b l e  a c c o u n t s  expense. I n  s u p p o r t  of this 

a d j u s t m e n t ,  G H K  s t a t e d  t h a t  this expense has not b e e n  included in 

t h e  o p e r a t i n g  s t a t e m e n t  b e c a u s e  i t  is d e d u c t e d  from t h e  gross 

b i l l i n g s  by  L o u i s v i l l e  Water Company p r i o r  t o  s e n d i n g  GHK t h e  n e t  

c o l l e c t i o n s .  Mr. H e n d e r s o n  s t a t e d  t h a t  t h e  n e t  c o l l e c t i o n s  a re  

shown as t h e  o p e r a t i n g  r e v e n u e  f o r  t h e  y e a r .  However ,  GHK d i d  n o t  

propose a n  a d j u s t m e n t  t o  o p e r a t i n g  r e v e n u e s  t o  r e f l e c t  gross 

o p e r a t i n g  r e v e n u e s .  

GHK c a l c u l a t e d  t h e  u n c o l l e c t i b l e  e x p e n s e  b y  m u l t i p l y i n g  a 

f l a t  r a t e  of $11.25 per  customer pe r  mon th  times t h e  a v e r a g e  

number of c u s t o m e r s  of 4 3 5  t i m e s  12 m o n t h s  m i n u s  t h e  a c t u a l  n e t  

c o l l e c t i o n s  r e c e i v e d  of $ 5 6 , 5 9 9 .  

A r e v i e w  of t h e  c o m p u t e r  b i l l i n g  shee t s  of L o u i s v i l l e  Water 

Company s u b m i t t e d  w i t h  t h e  r e s p o n s e  t o  the C o m m i s s i o n ' s  

i n f o r m a t i o n  request shows t h a t  t h e  gross b i l l i n g s  for GHK for 1984 

t o t a l  $ 5 7 , 9 1 4 .  T h e r e f o r e ,  t h e  Commiss ion  is of t h e  o p i n i o n  that 

o p e r a t i n g  r e v e n u e s  s h o u l d  be i n c r e a s e d  by $ 1 , 4 0 5  to re f lec t  gross 

o p e r a t i n g  r e v e n u e s .  

The computer  b i l l i n g  shee ts  s t a t e  t h e  a m o u n t s  c h a r g e d  off 

end t h e  a m o u n t s  of prior charge-off8 collected by Louleville W a e e r  
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Company for each month. The Commiss ion  is of t h e  opinion that 

t h i s  n e t  f i g u r e  is d fair r e p r e s e n t a t i o n  of t h e  t e s t - y e a r  

u n c o l l e c t i b l e  e x p e n s e  and, therefore,  has i n c r e a s e d  t h e  o p e r a t i n g  

e x p e n s e s  by $810. 

GHK and a l l  o t h e r  sewer u t i l i t i e s  r e g u l a t e d  by this 

Commission are r e q u i r e d  t o  m a i n t a i n  t h e i r  books in a c c o r d a n c e  w i t h  

t h e  U n i f o r m  System of A c c o u n t s  for Sewer U t i l i t i e s ,  which mandates 

t h e  a c c r u a l  bas i s  of a c c o u n t i n g .  Under  bas ic  a c c r u a l  a c c o u n t i n g  

p r i n c i p l e s ,  o p e r a t i n g  r e v e n u e s  s h o u l d  ref lect  the a m o u n t  of 

r e v e n u e  b i l l e d ,  a d j u s t e d  for a n y  b i l l i n g  errors. The d i f f e r e n c e  

b e t w e e n  r e v e n u e  b i l l e d  a n d  col lected s h o u l d  be m a i n t a i n e d  i n  

a c c o u n t s  receivable a n d  any a m o u n t s  s h o u l d  be w r i t t e n  o f €  when 

c o l l e c t i o n  is f o u n d  t o  be improbable. GHK s h o u l d  follow t h i s  

a c c r u a l  method f o r  reporting o p e r a t i n g  r e v e n u e s  by establishing 

a n d  m a i n t a i n i n g  a n  A c c o u n t s  R e c e i v a b l e  f r o m  I j o u i s v i l l e  Water 

Company and w r i t i n g  off as an uncollectible expense a m o u n t s  

L o u i s v i l l e  W a t e r  Company has charged o f f .  T h i s  e x p e n s e  s h o u l d  be 

a d j u s t e d  for a n y  prior charged-off a m o u n t s  collected i n  f u t u r e  

periods. 

O u t s i d e  Services Employed 

GHK h a 8  proposed a $1 ,000  a d j u a t m e n t  to t h e  O u t a i d e  

Servicoe Employed Account. D u e  to r e c e n t  a c t i o n s  by t h e  

Metropolitan Sewer District, some q u e s t i o n s  have arisen regarding 

t h e  l e g a l  o w n e r s h i p  of t h e  c o l l e c t i o n  s y s t e m s  a n d  t h e  t r e a t m e n t  

p l a n t s .  The Waste Water T r e a t m e n t  C o u n c i l  of t h e  H o m e  B u i l d e r ' s  

A s s o c i a t i o n  of L o u i s v i l l e  is d e f e n d i n g  t h e  p o s i t i o n  of t h e  p l a n t  

o w n e r s  and has a s k e d  each plant t o  d o n a t e  $ 2 . 5 0  per customer to 
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pay f o r  the l e g a l  costs .  I t  is the Commission's opinion that this 

expense should be borne by the owners and not the ratepayers, 

since the owners are defending their position and would be the 

direct beneficiaries of the rights to ownership. Therefore, this 

proposed adjustment h a s  not been allowed for rate-making purposes. 

The Commission finds that GHK's adjusted test-period 

operations are as follows: 

Actual Pro Forma Ad j us ted 
Test Period Adjustments Test Period 

Operating Revenue 
Operating Expense 
O t h e r  Income 
Net Income 

$ 56 ,509  $ 1 ,405  $ 5 7 , 9 1 1  

$ 3,241 $ <  3 t 516) s ( 2 7 5 )  

53,996 4,921 58,917 
728 -0- 728 

REVENUE REQUIREMENTS 

GHK proposed and t h e  Commission agrees that the operating 

ratio' is a f a i r ,  j u s t  and reasonable method €or determining 

revenue requirements in this case. The Commission finds that an 

operating r a t i o  of 88 percent w i l l  allow GHK to pay its operating 

expenses and prov ide  a reasonable return to its owners. 

The use of an 8 8  percent operating ratio applied to the 

adjusted test-year operating expenses results in a revenue 

requirement of $66,951, after consideration of the Jefferson 

County occupational license tax. Therefore, the Commission finds 

that G H K  is entitled to an increase in rates of $8,309 annually. 

Operating Expense and Taxes 
Gross Revenue Operating Ratio 
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SUMMARY 

The Commiss ion,  a f t e r  c o n s i d e r a t i o n  of t h e  evidence of 

record, finds that :  

1. The rates proposed by GHK would produce revenues I n  

excess of t h o s e  found reasonable h e r e i n  and s h o u l d  be d e n i e d  upon 

appication of KRS 278.030. 

2. The rates i n  Appendix  A will produce  grsss a n n u a l  

o p e r a t i n g  r e v e n u e  of $ 6 6 , 2 2 3  and a r e  t h e  f a i r ,  j u s t  and  r e a s o n a b l e  

rates to be charged i n  t h a t  they w i l l  a l l o w  GHK to pay its  

o p e r a t i n g  e x p e n s e s  and provide a r e a s o n a b l e  surplus for e q u i t y  

growth. 

IT IS THEREFORE ORDERED t h a t :  

1 .  The r a t e s  proposed  by G H K  be and they h e r e b y  are 

d e n i e d .  

2 .  The rates in Appendix A be and they hereby are approved 

for service r e n d e r e d  by GHK on and after t h e  d a t e  of t h i s  Order. 

3 .  Wi th in  30 d a y s  of t h e  d a t e  o f  t h i s  Order, GHK s h a l l  

f i l e  its revised t a r i f f  s h e e t s  s e t t i n g  f o r t h  t h e  rates approved 

herein. 
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Done a t  F r a n k f o r t ,  Kentucky,  this 29thdayof January, 1986. 

PUBLIC SERVICE COMHISSION 

ATTEST: 

Secretary 



. 
. 

APPENDIX A 

A P P E N D I X  TO A N  ORGER OF T H E  KENTUCKY P U B L I C  SERVICE 
COMMISSION IN CASE NO. 9 4 0 2  WTED 1/29/86 

The following rates and c h a r g e s  are prescribed for t h e  

customers in the area served by GHK Sewerage  Co., Lnc. All other 

rates and charges not  specifically mentioned herein shall remain 

the same as t h o s e  i n  e f f ec t  under a u t h o r i t y  of this Commission 

prior to the e f fec t ive  date of this Order.  

RATES: Monthly 

Residential 
S i n g l e  F a m i l y  
Hulti Family 

3 Bedroom 
2 Bedroom 
1 Bedroom 

$12.70 

12.70 
9.50 
6.35 

Non-Res i d e n  t i a 1 $25.40 


